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For Re l ease in MORNING Newspapers of Tuesday, January 25, 1944 
SECURITIES AND EXCHANGE COMMISSION 
Philadelphia 
SECURITIES ACT OF 1933 
R e l e a s e No. 2373 
SECURITIES EXCHANGE ACT OF 1934 
R e l e a s e No, 3526 
INVESTMENT COMPANY ACT OF 1940 
R e l e a s e No. 6 l 5 
ACCOUNTING SERIES 
R e l e a s e No. 47 
The S e c u r i t i e s and Exchange Commission t o d a y announced t h e p u b l i c a t i o n 
o f an a d d i t i o n a l r e l e a s e i n i t s Accoun t ing S e r i e s d e a l i n g w i t h t h e i n d e p e n -
d e n c e o f c e r t i f y i n g a c c o u n t a n t s . 
V a r i o u s s t a t u t e s a d m i n i s t e r e d by t h e S e c u r i t i e s and Exchange Commission 
r e c o g n i z e t h e n e c e s s i t y o f i n d e p e n d e n c e on t h e p a r t o f an a c c o u n t a n t who 
c e r t i f i e s f i n a n c i a l s t a t e m e n t s . I n a d m i n i s t e r i n g t h e s e A c t s t h e Commission 
h a s c o n s i s t e n t l y h e l d t h a t t h e q u e s t i o n o f i n d e p e n d e n c e i s one o f f a c t , 
t o be d e t e r m i n e d i n t h e l i g h t o f a l l t h e p e r t i n e n t c i r c u m s t a n c e s in a p a r t i c -
u l a r c a s e . For t h i s r e a s o n i t h a s n o t been p r a c t i c a b l e , and t h e Commission 
h a s made no a t t e m p t , t o c a t a l o g a l l o f t h e r e l a t i o n s h i p s o r s i t u a t i o n s t h a t 
m igh t p r e v e n t an a c c o u n t a n t from b e i n g i n d e p e n d e n t . However, in Ru le 2 - 0 1 (b) 
o f R e g u l a t i o n S-X t h e Commission h a s i n d i c a t e d c e r t a i n r e l a t i o n s h i p s such a s 
t h o s e o f o f f i c e r , d i r e c t o r , o r employee which i t b e l i e v e s a r e so l i k e l y t o 
p r e v e n t a c o m p l e t e l y o b j e c t i v e r e v i e w o f t h e f i n a n c i a l s t a t e m e n t s o f a r e g i s -
t r a n t as t o p r e c l u d e i t s r e c o g n i z i n g an a c c o u n t a n t o c c u p y i n g such a p o s i t i o n 
a s i n d e p e n d e n t . 
In a d d i t i o n t o summar iz ing p a s t r e l e a s e s o f t h e Commission on t h e q u e s -
t i o n o f i n d e p e n d e n c e , t h e new r e l e a s e i n c l u d e s a c o m p i l a t i o n o f h i t h e r t o u n -
p u b l i s h e d r u l i n g s in c a s e s o r i n q u i r i e s a r i s i n g u n d e r t h e S e c u r i t i e s Act o f 
1933, t h e S e c u r i t i e s Exchange Act o f 1934, o r t h e I n v e s t m e n t Company Act o f 
1940 . P r e p a r a t i o n o f t h i s c o m p i l a t i o n , announced i n Account ing S e r i e s R e l e a s e 
No. 44 , was u n d e r t a k e n a s a r e s u l t o f a s u g g e s t i o n by r e p r e s e n t a t i v e s o f p r o -
f e s s i o n a l a c c o u n t i n g s o c i e t i e s t h a t knowledge o f i n f o r m a l r u l i n g s would be o f 
p a r t i c u l a r a s s i s t a n c e t o a c c o u n t a n t s and o t h e r s i n t e r e s t e d i n d e t e r m i n i n g t h e 
c i r c u m s t a n c e s u n d e r which a c e r t i f y i n g a c c o u n t a n t i s l i k e l y t o be c o n s i d e r e d 
t o be n o t i n f a c t i n d e p e n d e n t . 
The r e l e a s e , p r e p a r e d by Wi l l i am W. Werntz , C h i e f A c c o u n t a n t , f o l l o w s : 
"The r e q u i r e m e n t o f t h e S e c u r i t i e s and Exchange Commission t h a t an a c -
c o u n t a n t be i n f a c t i n d e p e n d e n t wi th r e s p e c t t o a company whose f i n a n c i a l 
s t a t e m e n t s he c e r t i f i e s i s g rounded on t h e c o n v i c t i o n t h a t t h e e x i s t e n c e o f 
c e r t a i n t y p e s o f r e l a t i o n s h i p s between a company and i t s c e r t i f y i n g a c c o u n t -
a n t migh t b i a s t h e a c c o u n t a n t ' s j udgmen t on a c c o u n t i n g and a u d i t i n g m a t t e r s . 
C e r t a i n r e l a t i o n s h i p s between an a c c o u n t a n t and h i s c l i e n t a p p e a r so a p t t o 
p r e v e n t t h e a c c o u n t a n t from r e v i e w i n g t he f i n a n c i a l s t a t e m e n t s and a c c o u n t i n g 
p r o c e d u r e s o f a r e g i s t r a n t w i t h comple te o b j e c t i v i t y t h a t t h e Commission h a s 
t a k e n t h e p o s i t i o n t h a t e x i s t e n c e o f t h e s e r e l a t i o n s h i p s w i l l p r e c l u d e i t s 
f i n d i n g t h a t t h e a c c o u n t a n t i s , i n f a c t , i n d e p e n d e n t . A c c o r d i n g l y , Rule 2 -01 (b) 
o f R e g u l a t i o n S-X p r o v i d e s t h a t 'The Commission w i l l n o t r e c o g n i z e any 
c e r t i f i e d pub l i c accountant o r p u b l i c accountant as independent who i s no t 
i n fac t independent . For example, an accountant w i l l no t be cons idered i n -
dependent with r e s p e c t to any person in whom he has any s u b s t a n t i a l i n t e r e s t , 
d i r e c t o r i n d i r e c t , or with whom he i s , o r was during the per iod of r e p o r t , 
connected as a promoter , u n d e r w r i t e r , vo t ing t r u s t e e , d i r e c t o r , o f f i c e r , or 
employee.' In a d d i t i o n , Accounting S e r i e s Re l ea se No. 2 i n d i c a t e d t h a t an 
accountant was not to be cons idered independent with r e s p e c t to a p a r t i c -
u l a r company when h i s ho ld ings o f t h e c a p i t a l s tock of t h a t company were s u b -
s t a n t i a l in amount and were s i g n i f i c a n t with r e s p e c t to the company's t o t a l 
c a p i t a l or the a c c o u n t a n t ' s pe r sona l fortune. A t e s t of 1% was suggested 
in the l a t t e r connect ion . Also, Accounting S e r i e s Release No. 22 i n d i c a t e d 
t h a t an accountant would not be cons idered to be independent i f the company 
whose f i nanc i a l s t a t emen t s he c e r t i f i e d had indemnified him a g a i n s t a l l 
l o s s e s , c la ims , and damages a r i s i n g ou t of such c e r t i f i c a t i o n o t h e r than as 
a r e s u l t o f the a c c o u n t a n t ' s w i l l f u l miss ta tements o r omis s ions . 
"In a number o f i t s findings and Opinions the Commission had occas ion 
to d i s c u s s the quest ion of independence in the l i g h t o f the f ac t s o f a 
p a r t i c u l a r case . The e a r l i e r Commission dec i s ions and r e l e a s e s have been 
summarized in Accounting S e r i e s Release No, 22. Subsequent to the i s suance 
o f t h i s r e l e a s e s eve ra l o the r d e c i s i o n s involv ing the ques t ion of indepen-
dence have been i s s u e d . In In the Matter of Southeastern Industrial Loan 
Company ( S e c u r i t i e s Act of 1933, Release No. 2726) i t was h e l d t h a t the 
n a t u r e o f the bus iness r e l a t i o n s h i p s between the accountant on t h e one hand 
and the r e g i s t r a n t , i t s p a r e n t s , and i t s a f f i l i a t e s on t h e o t h e r were such 
as to des t roy the a c c o u n t a n t ' s independence. In In the Matter of Kenneth N. 
Logan ( S e c u r i t i e s Exchange Act of 1934, Release No. 3111; Accounting S e r i e s 
Release No. 28) t he Commission he ld an accountant to be no t independent where 
he had a s u b s t a n t i a l investment in the r e g i s t r a n t , the cos t of which amounted 
to about 8% of h i s n e t worth, and where he had approved or acquiesced in p r o -
cedures t h a t were designed to conceal a s p e c u l a t i v e use to which funds of the 
r e g i s t r a n t had been pu t . While in In the Matter of Associated Gas and Elec-
trie Company ( S e c u r i t i e s Exchange Act of 1934, Release No, 3285A) the ques-
t i o n o f the independence of the c e r t i f y i n g accountants was no t r a i s e d in the 
o rde r for hea r ing and so no f inding was made on t h i s p o i n t , ye t the Commis-
s ion did s t a t e in the course of i t s d i scuss ion t h a t ' . . . an accountant who 
c o n s i s t e n t l y submerges h i s p re fe rences or conv ic t ions as to account ing 
p r i n c i p l e s t o the wishes of h i s c l i e n t i s not in fac t independent . ' F i n a l l y , 
in adopt ing Rule 2-01 (c) of Regulat ion S-X, the Commission s a i d in Accounting 
S e r i e s Release No. 37 1/: 'Perhaps the most c r i t i c a l t e s t o f the a c t u a l i t y 
o f an a c c o u n t a n t ' s independence i s the s t r e n g t h of h i s i n s i s t e n c e upon fu l l 
d i s c l o s u r e of t r a n s a c t i o n s between the company and members o f i t s management 
as i n d i v i d u a l s . . . ' 
"In the case of the grea t major i ty of f i n a n c i a l s t a t emen t s f i l e d with 
the Commission no ques t ion has been r a i s e d as to the independence of the 
c e r t i f y i n g accountan t . However, in add i t i on to the formal d e c i s i o n s re-
f e r r e d to above t h e r e have been many informal r u l i n g s in cases a r i s i n g under 
the S e c u r i t i e s Act o f 1933, the S e c u r i t i e s Exchange Act of 1934, o r the I n -
vestment Company Act of 1940. I t i s not f e a s i b l e to p r e s e n t adequa te ly in 
summarized form the c i rcumstances e x i s t i n g in p a r t i c u l a r cases in which i t 
was determined not to ques t ion an a c c o u n t a n t ' s independence. The fol lowing 
compi la t ion the re fo re inc ludes only r e p r e s e n t a t i v e examples of cases in 
which an accountant was considered no t to be independent with r e s p e c t to a 
p a r t i c u l a r company. 
1/ The language of Rule 2-01 (c) was subsequent ly c l a r i f i e d by an amendment 
announced in Accounting S e r i e s Release No. 44 (1943), 
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" 1 . An accountant held an investment, of about $200,000 in the capi ta l 
stock of a r eg i s t r an t . This investment const i tuted about 25% of the ac-
countant 's personal fortune and was about 2% of the company's to ta l out -
standing cap i ta l stock. Held, the accountant could not be considered 
independent for the purpose of cert i fying the financial statements of 
t h i s r eg i s t r an t . 
"2. An accountant 's wife held a t r u s t c e r t i f i c a t e issued by an inves t -
ment t r u s t on which had been paid an amount equal to 3% of the combined 
personal fortunes of the accountant and h is wife. The withdrawal value 
of the t r u s t c e r t i f i ca t e was less than $1,000 and was about l - l / 2 % of 
the i r personal fortunes. The accountant ce r t i f i ed the financial s t a t e -
ments of the investment t rus t as well as the financial statements of the 
corporation that sponsored the t ru s t . The sponsor had no equity in the 
assets of the t r u s t , but derived v i r tua l ly a l l of i t s income from i t s 
a c t i v i t i e s as sponsor. Held, the accountant could not be considered in-
dependent with respect to the investment t r u s t . Held, the facts given 
tended to indicate that the accountant was not independent with respect 
to the sponsoring corporation. 
"3 . An accountant had some years e a r l i e r invested a substant ia l amount 
of money in secur i t i es of a reg i s t ran t . The fair current value of th i s 
investment exceeded 50% of the accountant 's personal fortune. Held, the 
accountant could not be considered independent for the purpose of cer-
t ifying the financial statements of th i s r eg i s t r an t . 
"4. An accountant had loaned $5,000 to a r eg i s t r an t , A business associ-
ate of the accountant had loaned an additional $15,000 to the r e g i s t r a n t . 
These loans bore in te res t and were secured by a 2-1/2% share in the net 
p ro f i t s of the r eg i s t r an t , A son of the accountant was an off icer of the 
r eg i s t r an t . Held, the accountant could not be considered independent for 
the purpose of cert ifying the financial statements of the r eg i s t r an t , 
"5. An accountant had for some time endeavored to persuade a department 
s tore that was his c l ien t to add a new department to i t s business. The 
reg is t ran t f inal ly agreed to set up the department provided the account-
ant would finance the cost thereof. The accountant advanced the necessary 
funds and the department proved successful. The new department cont r ib-
uted l e s s than 5% of the to ta l revenues of the r eg i s t r an t . Heldt the ac-
countant could not be considered independent for the purpose of cer t i fying 
the financial statements of the reg is t ran t . 
"6. An accounting firm had rendered services to a r eg i s t r an t for which 
the r eg i s t r an t had not been able to pay. To guarantee payment of the 
account the r eg i s t r an t had pledged shares of i t s own stock. In addition 
, i t had given the accountants an option to purchase the pledged secu r i t i e s 
at the market price exist ing at the date the option was given, Held, the 
accounting firm could no longer be considered independent for the purpose 
of cert i fying the financial statements of the r eg i s t r an t . 
"7. A r eg i s t r an t owned a small percentage of the stock of a sales company 
tha t sold some of the r e g i s t r a n t ' s products. The accountant who ce r t i f i ed 
the financial statements of the reg i s t ran t was the t reasurer and one of 
the stockholders of the sales company. Held, i f the shares held by the 
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r e g i s t r a n t and the n a t u r e of the s a l e s r e l a t i o n s h i p were such as to 
give the r e g i s t r a n t a s i g n i f i c a n t element of i n d i r e c t con t ro l over the 
s a l e s company, the accountant could not be cons idered independent for 
the purpose of c e r t i f y i n g the f i n a n c i a l s t a tements of the r e g i s t r a n t . 
" 8 . A p a r t n e r in an accounting firm was serv ing as a member of the 
board of d i r e c t o r s of a r e g i s t r a n t . This accountant did no t p a r t i c i -
pa t e in any way in the accounting f i r m ' s aud i t of the r e g i s t r a n t . 
field, the account ing firm could not be cons idered independent for the 
purpose of c e r t i f y i n g the f i nanc i a l s t a t emen t s of t he r e g i s t r a n t . 
"9 . A p a r t n e r in an accounting firm was serving as a member of the 
board of d i r e c t o r s of a r e g i s t r a n t . Another p a r t n e r in the same a c -
counting firm conducted the aud i t of the r e g i s t r a n t and c e r t i f i e d the 
f i n a n c i a l s t a t ements in h i s own name, no t the firm name. Held, the 
c e r t i f y i n g accountant could not be cons idered independent for the p u r -
pose of c e r t i f y i n g the f i nanc i a l s t a t emen t s of the r e g i s t r a n t . 
"10. A p a r t n e r in an accounting firm had served on the board of d i r e c -
t o r s of a r e g i s t r a n t but had res igned from t h a t p o s i t i o n p r i o r to the 
c lose of the most r ecen t f i s c a l year . This accountant had not p a r t i c i -
pated in any way in the accounting f i r m ' s a u d i t s of the r e g i s t r a n t , 
field, t h a t the account ing firm could no t be cons idered independent for 
the purpose o f c e r t i f y i n g f i n a n c i a l s t a t ements of the r e g i s t r a n t cover-
ing any p e r i o d during which a p a r t n e r of the accounting firm was a 
d i r e c t o r of the r e g i s t r a n t . 
" 1 1 . A p a r t n e r in an accounting firm was se rv ing as a member of the 
board of d i r e c t o r s of a r e g i s t r a n t , having been appointed to t h a t 
p o s i t i o n by a Federal cour t following a r e o r g a n i z a t i o n . Held, the 
account ing firm of which t h i s i n d i v i d u a l was a member could not be con-
s ide red independent for the purpose of c e r t i f y i n g the f i n a n c i a l s t a t e -
ments of the r e g i s t r a n t , 
"12. A p a r t n e r in an accounting firm was a member of the board o f 
d i r e c t o r s of a r e g i s t r a n t and was a lso one of the vot ing t r u s t e e s of 
the r e g i s t r a n t ' s s tock . The vot ing t r u s t had been e s t a b l i s h e d a t the 
r eques t of a lending bank t h a t de s i r ed the reby to assure c o n t i n u i t y of 
the r e g i s t r a n t ' s management. Held, t h e account ing firm of which t h i s 
accountant was a member could no t be considered independent for. the pu r -
pose of c e r t i f y i n g the f i n a n c i a l s t a t ements of t h i s r e g i s t r a n t . 
"13 . A p a r t n e r i n an accounting firm was one of t h r e e t r u s t e e s of a 
vo t ing t r u s t in which sha res of p r e f e r r e d s tock of a r e g i s t r a n t had 
been d e p o s i t e d . Dividends had not been pa id on the p r e f e r r e d s tock 
and i t had become e n t i t l e d to e l e c t a ma jor i ty of the board of d i r e c -
t o r s . The vo t ing t r u s t had been s e t up to a s su re c o n t i n u i t y of the 
e x i s t i n g management, and was in a p o s i t i o n to e x e r c i s e u l t i m a t e con-
t r o l over the r e g i s t r a n t . Held, t he accounting f i rm, of which one of 
the vo t ing t r u s t e e s was a member, could not be cons idered independent 
for t h e purpose of c e r t i f y i n g the f i n a n c i a l s t a t emen t s of the 
r e g i s t r a n t . 
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"14. The board of directors of a registrant had established an 'oper-
ating committee' in which had been vested all powers necessary and appro-
pr'iate to the supervision of the management of the business. It was 
intended that the principal duty of the committee would be the making 
of recommendations to the board of directors. The committee consisted 
of two members of the board of directors and a member of: the accounting 
firm that regularly certified the financial statements of the registrant. 
Held, neither the individual accountant nor his firm could be considered 
independent for the purpose of certifying the financial statements of the 
registrant. 
"15. A registrant filed certified financial statements of two subsidi-
ary companies. The financial statements of one subsidiary had been 
certified by a member of an accounting firm who also served as assistant 
secretary of the subsidiary. The financial statements of the other sub-
sidiary had been certified by a member of another accounting firm who 
served as assistant secretary and assistant treasurer of that subsidiary. 
Neither accountant received any remuneration for serving as officers of 
these subsidiaries. Held, the accounting firms involved could not be 
considered independent for the purpose of certifying the financial state-
ments of the company in which one of their members served as an officer, 
"16. An individual serving as assistant treasurer and chief accountant 
of a registrant was the son of a partner in the accounting firm that 
certified the financial statements of the registrant, The son was living 
with his father at the time. The son served the registrant under the 
direction and supervision of the treasurer of the company. Held, the 
accounting firm could not be considered independent for the purpose of 
certifying the financial statements of the registrant. 
"17. A senior staff member of an accounting firm was appointed controller of 
a registrant as successor to a controller who had entered the armed forces 
of the United States during the war emergency. This employee, who had 
formerly been in charge of the audit of the registrant, remained on the 
staff of the accounting firm but relinquished all responsibility for the 
audit of the registrant, and did no work for the accounting firm in con-
nection therewith. Held, the accounting firm could not be considered in-
dependent for the purpose of certifying the financial statements of this 
registrant. Held, farther, the accounting firm could not be considered 
independent for the purpose of certifying the financial statements of 
the registrant if the senior staff member were to leave the employ of 
the accounting firm and be paid by the registrant, but this arrangement 
were subject to the understanding among the several parties that upon the 
termination of the war emergency he would return to the staff of the 
accounting firm. 
" 1 8 . The accountant who audited the financial statements of an invest-
ment trust had been given office space in the office of the sponsor of 
the investment trust. The accountant regularly gave advice concerning 
the internal accounting policies of the trust. The sponsor of the trust 
had agreed to pay the accountant a stipulated amount per year less what-
ever the accountant was able to earn from the investment trust and his 
other clients. Held, the accountant could not be considered independent 
for the purpose of certifying the financial statements of the investment 
trust. 
33 - 2973 
- 6 - 33 - 2973 
"19. The accounting firm that certified the financial statements of a 
particular registrant had in the past followed the practice of drawing 
up the monthly journal records of the company from underlying documents 
that had been prepared by the registrant's staff. These journal records 
were posted to the appropriate ledgers by the certifying accountants. 
At the end of the year the audit engagement was undertaken by personnel 
of the certifying accountant that was not connected with the original 
recording of the accounting data. Held, the accounting firm could not 
be considered independent for the purpose of certifying the financial 
statements of this registrant. 
"20. A small loan company kept its accounting records on a cash basis. 
The primary records of the company consisted of daily cash reports that 
were prepared by the cashier and signed by the manager. The accountant 
who certified the financial statements of this company took no part in 
the preparation of these basic records. However, he did audit these cash 
reports each month and then proceeded to enter the totals in a summary 
record which he in turn posted to the general ledger. The certifying 
accountant also made adjusting journal entries each month with respect 
to insurance, taxes, depreciation, and similar items. The company was 
small and did not require the services of a. full-time bookkeeper. The 
certifying accountant devoted about one day a month to the clerical or 
bookkeeping tasks described above. Held, the accountant could not be 
considered independent for the purpose of certifying the. financial state-
ments of this registrant." 
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